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KEY ECONOMIC INDICATORS 


All values in million US$ 
unless otherwise noted 


ITEM 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Market Prices(mill.pesos) 363 , 087 
GDP at Constant 1973 Prices(mill.pesos) 363, 087 
Per capita GDP Constant 1973 Prices 3/ 1,498 
Gross Domestic Investment Constant 1973 4/ 70,252 
prices(mill. pesos) 
Personal Income of Salaried Workers 5/ 140,672 
(mill. pesos) 
Indices: 
Industrial Production (1973=100) 100.0 
Avg. Nomical Indust. Wage(1960=100) 2,861 
Avg. Real Indust. Wage’1960=100) 6/ 121.9 
Total Population Employed (thousands ) 9,250 
Avg. Unemployment Rate 7/ 61. 
Nominal Indust. Wage(pesos per hour) 6.15 


MONEY AND PRICES 


Money Supply (mill. pesos) 69, 926 
Public Debt Outstanding Domestic (mill. 29,706 
pesos ) 
Public External Debt 3,316 
Interest Rates (Commercial Banks) 8/ 18-20 % 
Indices: (1960=100) 
Retail Sales Prices 2,351 
Wholesale Prices 2,103 
Construction Prices 2,585 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 1,462 
Balance of Payments(Deficit or Surplus) + 731 
Balance of Trade(Deficit or Surplus) 1,031 
Exports (FOB) 3, 266 
US Share tot 
Imports (CIF) 2,235 
US Share 263 
Main imports from U.S.: 9/ 
Machinery non-electrical 76.5 
Chemical elements and compounds 38.7 
Iron and Steel 35.6 
Electrical machinery appr.&appl. 26.6 
Transport equipment 29.6 
Chemical products & materials NEC 13.7 
Synthetic resins and plastic materials 9.1 


Exchange rate (financial market) 
as of Nov.1974: US$ 1.00=9. 98ARG{ 


% Change 


1974 
” 1974/73 


481 , 997 
384,872 2 
1,565 
73,624 


NA 


106 «1 6.1 
3,708 18.9(Oct .74./73) 
116.6 - 8.6(Oct.74/73) 

9,504 2.7 

Apre 4.2 | ~ 

Dec» 7.82 27 -2(Oct..74/73) 


Dece 97, 931 61.2(O0ct. 74/73) 
Dece NA NA 


Dec. 3,582) 13.5 (Apr.74/73) 
21-23 4, ~ 


3,179 30.2 (Oct.74/73) 
2,808 27 .9(Oct.74,/73) 
3,812 35.6 (Oct .74/73) 


Dec. 1,593 Oct. 17.5(Oct.74/73) 
+ 59% Jan-June 139.3 (1tan-Jun74/7 
+ 553 Jan-Jul - 24.2 (Jan-Jul74/7 
2,164 Jan-Jul 19.6 (Jan-Ju174/73) 
NA 


NA 
1,611 Jan-Jul 49.3 (Jan-Jul74/73) 
NA NA 


50.9 Jan-Jul 7.4 (Jan-Jul74/73) 
46.5 " 346.7 P 

2h .6 14.4 

20.6 36.4 

16.3 21.6 

14.8 190.2 

13.4 191.3 
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KEY ECONOMIC INDICATORS (Footnotes ) 


1/ 1974 GDP at current prices estimated by Embassy based on 
Ministry of Economy sources. 


2/ GOA data for first half year 1974 show a real GDP increase 
of 6.2% as compared with first half 1973. The figure shown 
is an Embassy estimate for the full year based on various 
sources. 


3/ Beginning in 1974, the Government has updated the price 

~ base for constant GDP data from 1960 to 1973.This explains 
the sharp increase in constant and per capita GDP figures 
in this report compared with the last report of August 
1974. Population based on 1970 census (in thousands) 24,286 
for 1973 and 24,644 for 1974. 


Includes investment in construction, equipment, and inven- 
tory changes. 


This figure represents an estimate of total income accruing 
to salaried workers based on the three year Plan. 


6/ As of November lst. 1974 nominal wages were increased by 
15%. The October real wage index on the table doesn't 
reflects this movement. 


7/ Unemployment figures correspond to Federal Capital and 
Great Buenos Aires. 


8/ In late August 1974, interest rates were raised across the 
board. Commercial bank lending rates in Buenos Aires are 
now 21-23 % in most cases. 


9/ Source: Bureau of the Census, Washington, D.C. 
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During 1974, the Argentine economy sustained a high level of activity, but 
presented a mixed picture. Gross domestic product grew at a relatively 
high rate compared to the last two or three years. However, this growth 
was attained at the cost of a lower level of real investment in fixed 

plant and equipment. The rate of inflation rose throughout the year 
spurred by a high rate of increase in the money supply. This was, in turn, 
largely due to government deficit financing. Wage and salary earners 
benefited from transfers of real income at the expense of corporate profits 
which suffered badly. Perhaps the most encouraging factor in the economy 
was the excellent balance of payments results. Prospects for the coming 
year's balance of payments are also favorable, and foreign exchange reserves 
continue at a high level. 


A new Economy Minister took over in October, and most observers feel that 
his policy directior and emphasis will be beneficial. 

He has begun to tackle the No. 1 problem, which is to bring 
government expenditures under control and thus remove the principal factor 
contributing to inflation. The new economic team has also expressed a 
favorable attitude towards foreign investment, both existiny aid 
prospective. 


The postponement of many investments during the past two years means that 
there is a large built-up backlog of demand for new machinery and equipment, 
which will make itself felt in increased purchases as business confidence 

is restored. The Government plans to go ahead with a number of important 
investment projects which will present significant sales opportunities for 
U.S. companies. Some private firms also are beginning to plan on plant 
expansion. Thus, Argentina will continue to represent an important market 
for U.S. companies. 





Current Economic Situation and Trends 


1974 was a mixed year for the Argentine economy. GDP growth was probably 
about 6% which is above recent past averages. Dynamic sectors included 
agriculture, especially corn and sorghum, production of consumer goods 
such as leather products and textiles, and residential construction, 

The anvernment had some success in redistributing 

real income in favor of wage and salary earners, although output and investment 
suffered in the process, and unemployment was reduced to about 4% according 
to official statistics. On the external side, the balance of payments was 
in surplus, and gross foreign exchange reserves, although declining during 
the second half year, were still at a relatively comfortable level by end 
December. 


Despite these accomplishments, however, many of the problems mentioned in 

our last report remained unresolved. The Treasury deficit continued to 

rise in the second half of 1974, becoming one of the government's most press- 

ing economic problems. Inflation, which had been slowed during the first 

year of the Peronist Government, also began rising sharply fueled by rapid 
monetary expansion and government decreed wage increases. Under price controls, 
corporate profitakility for the year suffered badly suffered badly, 
adversely affecting capital investment and production. The ricidity 
of the price control program also contributed to serious domestic 
shortages @f raw and intermediate material inputs, as well as other 


economic distortions. 


In October, 1974, former Central Bank President, Dr. Alfredo Gomez Morales, 
was appointed new Economics Minister. The appointment has been considered 
a good one, as Dr. Gomez Morales enjoys strong support locally and a favor- 
able reputation abroad. Since taking power, Dr. Gomez Morales and his 
advisors have moved quietly and carefully to tackle problems facing the 
Argentine economy. The new economic team has emphasized a program to 
restrain inflation, built around greater monetary and fiscal restraint, 
together with other measures to curb excess purchasing power and raise 
domestic output. To stimulate the private sector, the GOA gradually has 
been introducing greater flexibility into price and other economic controls, 
and has given high priority to stimulating capital investment. It also has 
moved to decentralize economic decision making and reduce government red 
tape. While these trends are favorable, quick and spectacular results 
should not be anticipated, as the economic problems of the next half year 
remain formidable and options in some cases will be limited by political 
factors. 


Holding down inflation is going to be one of the GOA's most pressing 
priorities. At end October, 1974, the annual increase in the Consumer 
Price Index (CPI) was running at a 30.2 percent clip. The mnual Whole- 
sale Price Index was up 27.9 percent, while the construction index 





showed a 35.6 percent rise. Moreover, there is widespread consensus 
that real price increases have been more than indicated 

by official indexes. Based on current trends, many commentators believe 
the increase in the Consumer Price Index in 1975 could reach 3-4% a 
month, although Government estimates are lower. 


An important variable affecting future inflation will be developments 

in wage-price negotiations. In October, 1974, following strong pressure 
from the very influential labor unions grouped in the National Labor 
Confederation (CGT), the Great National Bargaining Committee (Gran 
Paritaria) agreed to wage increases averaging about 18%. The salary 
hikes were designed to last until termination of the Social Pact in 
June, 1975. According to the Labor Minister, new private collective 
bargaining sessions are to be initiated early in the year, with the 
results (presumably) to be implemented following the end of the Social 
Pact. Labor-Management restraint in these private negotiations, the 
first since initiation of the Social Pact in June 1973, will be fundamental 
to restraining future inflation rates. 


Improving the condition of Treasury finance will be another key factor in 
holding down inflation. In 1974, the Treasury deficit is likely to have 
reached the high figure of 28 billion pesos ($2.8 billion) or more, nearly 
50 percent of total treasury expenditures. In a recent report, the Inter- 
national Monetary Fund pointed to the swollen fiscal deficit as one of the 
Government's most urgent economic problems. Most of the increase in 
Treasury outlays, financed by Central Bank credit, has gone for current 
salary payments limiting resources available for public sector capital 
investment. To improve the situation, the new Economics Minister has 
pledged greater fiscal restraint in 1975. The initial 1975 budget was 
carefully reviewed to eliminate unnecessary expenditures and a freeze 

has been implemented on new federal hiring. Spending by the state 
entities is expected to be more closely monitored than in the past, and 
the rates of many public services (transportation, power, etc.) are to 

be increased in January 1975 to more realistic levels. However, better 
fiscal balance will be difficult to obtain in an inflationary situation 
with wage and salary earners(including government employees) pressing 

for increased real income and resisting any reductions in government 
employment. 


Primarily as a result of public sector deficit financing, monetary 
liquidity has been increasing at a rapid pace. At end October, 1974, 
for example, money supply (currency, private demand deposits, and 
government demand deposits) was expanding at an annual rate of 61.2%. 
The resulting expansion in public purchasing power has put additional 
pressure on prices. To reduce monetary liquidity, the government is 
expected to keep a tight rein on new bank credit to the private sector 
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over the immediate future, in addition to controlling public expenditures. 
As capital markets tighten, interest rates not subject to direct GOA 
control may continue to trend upward. (In late August, 1974, interest 
rates were raised generally. Commercial bank loans in/BREnos Aires area, 
set by the Central Bank, currently vary from 21-23% p.a.) Foreign com- 
panies will continue to have the greatest difficulty obtaining additional 
local credit because credit to foreign entities is tightly controlled by 
Central Bank regulation. However, no major credit crunch is expected. 


Most commentators are optimistic that the situation of private industry 
and commerce will continue to improve slowly in coming months under new 
economic leadership. For example, the GOA has already begun to move in 
the direction of a more realistic price control program and is seeking to 
restore a more reasonable profits situation. Significant price increases 
have been granted for the automobile sector and for other products ranging 
from steel to wheat. In December, the GOA passed a resolution which will 
provide further flexibility in the control program by shifting primary 
responsibility for setting prices from the government to the companies 
themselves - albeit subject to detailed government guidelines and checks. 
It's the government's hope that the inflationary impact of more price 
flexibility can be minimized by reducing profit margins reasonapter 
which it believes are excessive in many cases. If/corpora e profit levels 
are gradually re-established, shortages of raw and intermediate materials, 
which have been such a widespread problem here, may be significantly 
alleviated. 


The new economic team clearly is concerned about private capital spending 
on plant and equipment which probably declined in real terms in 1974 for 
the second straight year. As the new Minister himself has observed, new 
investment is needed to expand output, since most sectors of Argentine 
industry are thought to be operating at, or near, maximum capacity levels. 
Nevertheless, it's difficult to foresee a significant investment increase 
until confidence in the overall economic, political and security situation 
is re-established. One necessary ingredient will be a continuation of 
recent GOA successes against politically inspired violence which has 
caused such anxiety within the country and abroad. With regard to foreign 
investment, Dr. Gomez Morales has emphasized that no hostility or dis- 
crimination exists here in Argentina. There are rumors that the govern- 
ment may be considering some changes in the foreign investment law to try 
and attract more foreign capital but nothing definite as yet. No doubt 
many foreign investors will be watching closely GOA action with regard 

to "Argentinization" of foreign companies, such as Siemens, Italo, 
Standard Electric (ITT) and several banks fa a clue as to future govern- 
ment attitudes and intentions vis-a-vis the foreign sector. 


Balance of payments conditions and prospects remain favorable. In 1974, 
the trade surplus is likely to total about $700 million with exports 
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estimated at $3700 million and imports at $3000 million. At end 
October, 1974, Central Bank gross foreign exchange reserves totalled 
$1593 million, which is well above past year averages and enough to fin- 
ance a little more than six months imports at 1974 levels. 


Based on preliminary data, balance of payments prospects for 1975 also 
are quite good, although there are still a number of uncertain variables. 
Foreign exchange earnings from grain exports are likely to be at record 
levels if present high international prices hold and domestic production 
is not adversely affected by drought. 


Another bad year is forecast for livestock exports, primarily as a result 
of the continued European Community ban on imports of Argentine beef, 
which has been maintained despite the fact that it was supposed to have 
been lifted in November 1974. However, grain and other agricultural 
exports are expected to more than offset the shortfall. Providing the 
GOA provides adequate incentives, exports of nontraditional manufactured 
items could also exceed 1974 levels. However, many exporters of non- 
traditional products complain that the present rate of approximately 

10 pesos per dollar, which has been fixed since 1972,i8 not sufficient 
to stimulate manufactured exports in view of sharply rising domestic 
production costs. Total 1975 exports could reach $4.3 billion given 
favorable weather and flexible government policies. 


On the import side, contradictory forces are working. Monetary and fiscal 
restraint, together with close review of public sector investment programs, 
suggest reduced import demand, especially by the public sector. On the 
other hand, GOA efforts to alleviate shortages and restrain inflationary 
pressure could lead to additional import flexibility. Moreover, stocks 
are currently at low levels and will have to be replenished if output is 
to be increased. While a great deal will depend on international price 
movements which at this time are uncertain, Argentine imports in 1975 
could total about $3700 million. It's likely that major import priorities 
in 1975 will be on raw material and intermediate items including particu- 
larly iron and steel products, chemicals and petrochemicals, paper and 
paper products and energy items. Energy related imports, (including 
petroleum and products, gas and coal) could be about $800 or 22% of total 
imports according to a private estimate, compared with about $650 million 


in 1974. 


If the trade account develops favorably as indicated above, the GOA 
should not have difficulty meeting its international debt commitments 

in 1975 which are heavy. In December 1973, public sector debt amortization 
scheduled for 1975 totalled $862 million, including $432 million of 
Central Bank debt, and $430 million for the remainder of the public 
sector. The current figure is likely to be somewhat smaller as a result 
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of the advance Central Bank repayment to the IMF of $132.7 million in 
August, 1974. As in 1974, the GOA is likely to seek to offset a 
Significant portion of debt amortization payments with new foreign 
credits. During 1975, the GOA is likely to obtain new credits from the 
Interamerican Development Bank and the IBRD for several projects which 
may be of interest to US suppliers. 


In Summary, the direction of economic trends appears favorable, but 
results will be neither quick nor easy. Greater flexibility and some 
decontrol of the economy are likely in coming months, within a general 
program seeking to restrain inflation and raise output. Fortunately, 
balance of payments conditions remain favorable granting Argentina some 
additional time to work out its economic problems. 


Implications for the U.S. 


The appointment of a new Minister of Economy does not imply a radical 

change in the general line of economic policy which has been followed 

for the last four years. It is possible, however, that more government 
decisions affecting the economy will be taken on the basis of 

long range economic rather then short-term political 

factors. In many countries, including Argentina, the actual provisions 

of legislation affecting business are less important than the decisions 

the government officials who carry out the legislation. The major pieces 

of legislation which were causing problems for business at the time of 

our last report are still there. The change in economic teams, 


however, could lead to some amendments to current restrictive 
legislation, especially the Foreign Investment Law which has 
Ciscouraged nrosvective foreign investors. 


As mentioned in the preceding section, the inflation which has been 
affecting the economy to an increasing extent, is fed by,and partly 
caused by excessive demand (especially for consumer goods and certain 

raw materials) resulting from an excessive supply of money. This has 
resulted in a high level of industrial production; but has discouraged 
investment in fixed plant and equipment. In many industrial sectors, 
depreciation has outpaced new investment, leaving a net balance of 
disinvestment. This, at least partially, accounts for the fact that 
gross domestic product is high. Many economists feel that a measurement 
of net national product would be much lower than the increase in gross 
domestic product mentioned above, taking into account the fact that a 
great deal of the country's stock of capital equipment has been gradually 
converted into goods for current consumption by failure to replace capital 
assets which have depreciated. This implies an increasing backlog of 
needed capital goods, both for replacement of worn-out machinery and 
equipment and for new plant expansion. Eventually, this will have to be 





done if Argentine industry is to continue to function at current or 
higher levels. It can be expected that during the coming year the new 
Minister of Economy will,in the face of great difficulties, try to 
implement policies designed to change the ratio between current con- 
sumption and investment in favor of the latter, and to reverse the 
process of depreciation of capital equipment without replacement. 

This is both the most important and the most difficult change needed 
in the Argentine economy. This implies. a bdter market in Argentina 
for U.S. capital goods and equipment during the coming year and there- 
after. 


Although the government's main preoccupation will probably continue to 
be to obtain scarce raw materials such as those based on petrochemicals, 
nevertheless, a large number of major projects will move ahead under the 
government's Three Year Plan. The Embassy will continue to report on 
any which may be postponed or modified, but will concentrate it's 
reporting on those which will move ahead. The major projects which are 
most likely to continue without interruption are: expansion of steel 
production; hydroelectric projects; other power projects (e.g. nuclear) ; 
petrochemicals; petroleum and natural gas exploration and production; 
shipbuilding; coal mining expansion; and pulp and paper. We doubt that 
the Argentine Government will continue the practice of frecuently 
negotiating directly with the chosen suppliers on certain 


major projects, such as Czech firms on electrical generating 
equipment. 


In 1973, the largest increases in imports were registered in the categories 
of machinery and electrical equipment, minerals, chemicals, metals and metal 
manufactures, and optical and photographic equipment. It is likely that 

in 1975 heavy expenditures will continue to be made in these fields. We 
also expect increasing capital expenditures in the fields of food process- 
ing and packaging equipment, printing and graphic arts equipment, and 
textile machinery. 


For the full year 1973, the U.S. share of the Argentine market rose from 
20% to 21%. Thus, at least the declining trend of the last three years 
was stopped. The dollar total in 1973 was about $450 million of U.S. 
exports compared with $400 million in 1972. The trend for the first 
seven months of 1974 is favorable, with sales to Argentina up by 41% 
over the same period of 1973. However, to return to our former 25% 
market share will require greater efforts on the part of U.S. industry, 
with improved backing from government, especially the Export-Import Bank 
and the Foreign Service. 





Time Was When 


Today, increased energy costs—caused by in- 
creasing demand—boost the price of consumer 
goods, fuel inflation, and hurt our balance of 
payments. 


That’s why conserving energy is a must today, 
especially for you in the business and industry 
community which uses two thirds of our nation’s 
energy. 

Now .. . there’s a book to tell you how to do 
it. It’s called EPiC—the Energy Conservation 
Program Guide for Industry and Commerce. Pre- 
pared for you by the Commerce Department's 
National Bureau of Standards in cooperation 
with the Federal Energy Administration. 

EPIC is a comprehensive handbook that can 
help you establish or improve an energy con- 
servation program in your organization. 

Not only industry and commerce but also hos- 
pitals, universities, research institutes, ANY or- 
ganization that uses energy—and has to pay 
the bills—will want a copy of EPIC. 

EPIC outlines in detail the steps in setting up 
an energy conservation program. 

It contains a checklist of more than 200 Energy 
Conservation Opportunities—suggestions to save 
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energy in a dozen different areas. 


EPIC’s actual case histories of energy saving 
actions help you estimate your potential for 
saving energy—and reducing costs. 

And EPIC contains much more—financial analy- 
sis procedures to evaluate projects, sources of 
information on energy conservation, engineering 
data and factors, an energy conservation bib- 
liography. 

Make EPIC part of your plan to control energy 
use and costs. Make EPIC part of your contri- 
bution to using energy resources wisely . . . so 
we can keep America working and growing. 


To order your copy of EPIC, send $2.50 per 
copy (check, money order or Superintendent of 
Documents Coupons) to Super- 
intendent of Documents, U.S. 
Government Printing Office, 
Washington, D.C. 20402. 

Ask for NBS Handbook 

115, EPIC, C13.11:115. 
Discount of 25% on 

orders of 100 copies or more. 
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